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Abstract: This paper introduces and examines the concept of
customer myopia, which is the over reliance on the existing customer
base rather than studying the whole market of potential and future
customers. Eight assumptions are studied which illustrate customer
myopia and the argument for a strategic perspective is put. How to
implement Strategic Interactive Marketing Planning (SIMP) is
explained in nine stages, within two phases.



Introduction

In recent times traditional marketing planning and acquisition
marketing has been criticised as being product or sales focused and
customer retention and relationships have been seen as the drivers for
profitable growth. Now is the time to question whether excessive
attention to the existing customer base is the optimum way to ensure
long term profitable growth.

This paper looks at the synthesis of CRM (Customer Relationship
Management) and traditional marketing planning approaches with
interactive marketing as the catalyst to provide a meaningful business
future for long term players. Interactive Marketing is the combination
of traditional marketing principles with CRM methods and technology
to build relationships and acquire new customers.

In companies where heavily sales led approaches had resulted in
mindless customer acquisition, regardless of inherent profitability, CRM
has promised business growth. In these companies existing
customers, with lower cost structures, had been neglected with the
consequent loss of potential profit. The promise of CRM was that it
improved lifetime value by adding relationship and service marketing
concepts to database marketing. This allowed the building of
successful retention approaches. Various examples were given which
showed the major impact this could have on longer-term profitability

[1].

However, it is clear that the evangelical fervour of some CRM
proponents has not always delivered the expected returns and the
Alexander Group suggest that 60 — 80 % of CRM projects are deemed
to be unsuccessful [2]. A recent report by Gartner
(http://www.gartner.com/5 about/press releases/2001/pr20010912b.
html. Gartner press release September 10 2001) suggests that more
than half of all companies implementing CRM initiatives today will view
those plans as failures by 2006. Gartner attributes these failures to a
range of problems, including poor channel integration and the absence
of a true process redesign. However, could another contributory and,
indeed, unifying factor be the drift away from sustained clear thinking
- strategic marketing planning — a process which requires a clear
linking of strategic gaps, market analysis and integrated applications?
[3, 4].
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This paper highlights a number of the key questionable assumptions
that underpin some CRM thinking and planning. It resolves these
issues by introducing the concept of strategic interactive marketing
planning, a synthesis of CRM and traditional marketing planning.

Our belief is that CRM is an excellent core strategy for those few
companies that already have the best customers in their industry, (and
where these customers are likely to be the best customers in the
industry in the future), and where both partners, company and
customer, are likely to want to enter into a relationship.

Where a company has only a small portion of “best industry
customers” in its portfolio a mixture of alternative approaches will be
needed. Similarly, where buyers are switchers and do not want to
enter relationships then reputation and brand building may be required
through mass marketing. CRM loyalty approaches will heed to be
balanced with more traditional customer acquisition approaches to
take into account the volatile customer base and changing business
environment. Unfortunately this does not seem to be happening and
integrated marketing strategy is not being implemented.

Strategic interactive marketing planning, bringing together the best of
these approaches, looks likely to gain increasing importance in the
next few years as companies recognise that to ensure they maximise
profitability a new synthesis of business approaches and models is
required.

Customer Myopia

In certain circumstances market conditions could lead a business to
customer myopia. Customer myopia is defined as a short-sighted over-
reliance on the existing customer base rather than studying the whole
market of potential and future customers. Companies must always
remain alert to where their future profits will come from, and not
simply assume today’s profitable customer will provide profitable
business in three to five years time. Levitt introduced the idea of
marketing myopia [5] to explain the short-sighted focus on the
product, rather than the benefits the product gave. He warned that
focusing on present products rather than benefits to the customer
meant that future innovative products from competitors were ignored,
as they did not fit the mindset of the business.



Many of the dangers Levitt highlighted have now been recognised by
companies, and CRM has encouraged the move away from the product
focus to the customer. However, CRM also has some dangers. By
focusing too narrowly on the nature of existing customers, the
opportunities from future customers may well be ignored.

Customer myopia will manifest itself in an over focus on retention and
relationship marketing. To achieve this the concentration is on data
warehousing, collecting data from more and more contact points in the
hope of differentiating actual customers. Patterns in the existing
customer base will be studied, and product and service offerings
customised, without questioning whether the existing customer base is
the right one for the future.

Sources of future profits in a future business environment may be
significantly different to the existing market conditions. By analysing
existing customers too closely aspects of the changing environment,
such as new markets, may well be missed. Peppers and Rogers give
the example of IBM, who by staying too close to its mainframe
customers missed the early wave of PC growth by not conceiving how
the new market would revolutionise its own business. Other leading
companies may well be following a similar trap.

Despite this, an example of this customer myopia is actually given by
Peppers and Rogers when they champion a dry cleaning company.
The dry cleaning company is quoted:

“Instead of trying to get as many dry cleaning customers in town
as possible, we will try to get more business from each of the
customers we already have. We'll make sure to get all the dry
cleaning repairs and alterations, speciality cleaning and so forth
for each of them forever, as well as win direct referral business”

[6]

Now, whilst it is clearly a good idea to sell more of what you do
already to those customers you already know well, the fervour of the
quoted dry cleaning company is based on assumptions which are, to
say the very least, questionable. By looking at these assumptions we
can illustrate customer myopia.



Assumption 1. The remaining share of customer spend is
significant and worth having. In the example above what is the
“dry-cleaning-bill-not-already-achieved”? If you already have the easy
80% of a customer’s total potential spend, will investing in winning the
final notional 20% really provide you with sound growth? When
contrasted with the easy 80% of a new customer’s potential spend
which is the better investment? Of an existing customer’s five dry
cleaning purchases per year the initial four may be profitably won but
the final one may, for a number of reasons, be less easy to achieve.

Assumption 2. The lifetime values of customers are worth
having and investing in. In addition to the potentially modest level
of customer value to be won, businesses need to take account of the
real lifetime of their customers. If people move home on average
every 7 years then it is unlikely, for the dry cleaning example, that, on
moving, the same outlet will be used, or even necessarily the same
chain. Location and convenience are more likely choice criteria
resulting in short life times for most customers. In many markets with
changing and temporary needs recognising the potential new customer
is more important than stopping the exit of the old.

Assumption 3. Our customers care about and are involved with
our products. Where products are distress or low involvement
purchases then loyalty and relationship issues are not likely to apply in
choosing an outlet. In the case of dry cleaning how important a
decision is it? While many companies believe their products or
services should be seen as important, high involvement products,
often this is not the case. It may, as the mantra goes, cost more to
win a new customer than to keep an existing customer but Churn may
be a natural market dynamic not easily influenced by CRM tools and
techniques. Some customers can be developed and some cannot.

Assumption 4. If you get customer relationship management
right then loyalty should ensure competitors will not get your
customer’s business. This may be a necessary (and even that is
questionable) but it is certainly not a sufficient condition to ensure
continuing sales. The word “loyalty”, when based upon behaviour,
becomes little more than propensity to not change and two or three
purchases allocate a customer into the “loyal” bracket [7, 8].
However, under such rules we are loyal to Tesco, Sainsbury, Iceland
and our local corner shop. Such a definition of loyalty becomes
meaningless - logicians might call it the” death of a thousand
loyalties”. Our loyalty is nothing more than the fact that we have



passed that way and wanted something and have done this on more
than one occasion. Loyalty is something we have to a football team.
It doesn’t matter how often the team loses we will return and are
loyal. How many will return to their favourite dry cleaning shop if the
service is consistently poor and product does not deliver?

In addition, customers are not always persuaded by reason and the
best offer does not always win. Satisfied customers defect, given the
right incentive, or simply want a change of supplier. For the dry
cleaner in our example to talk about getting business “forever” is
patently unrealistic.

Assumption 5. Present customers are the best customers. A
recent market entrant may “buy” itself a significant customer base,
high on numbers, low on profitability. Is it right for such a company to
develop its existing customer base, except on the grounds that those
are the only customers they have? It is clearly theoretically possible
for a company to wake up one day and find that its customer base is
simply those customers that competitors do not want. Our consulting
experience suggests that this is not just theoretical but can have
frightening resonance when companies are confronted with this
possibility.

Assumption 6. With better information in our customer
information file we can understand our customers better. CRM
systems are always based upon a very limited amount of information
about the marketplace and customers. A company will never have
perfect information about its customers allowing a truly 1 to 1
relationship. Customers lie, change over time, and will not be pigeon
holed into segments. Companies analyse very little of their customer
data, some analysts suggesting that most companies actually analyse
less than half of the data they collect.

Assumption 7. Given information on our customers, knowing
what to do with it will be easy. Even when attempts are made to
analyse data, conclusions do not come easily. Should we conclude
that 80% of customers would choose us next time just because their
tear off slip says they will? Disciples of CRM and 1-to- 1 marketing can
sometimes exhibit excessive faith in statistical techniques. They show
symptoms of customer myopia deluding themselves into believing that
they have a greater influence over customers’ buying patterns than in
reality they have. Modelling such behaviour is too time consuming and
its predictive value is questionable.



Assumption 8. The future will be similar to today. Focusing on
existing customers assumes that if a particular type of customer is
profitable today then they will continue to be so. Is this true? Large
customers may be profitable today but the future profitable customers
may not be the same as at present. CRM does not always highlight
what is possible within a market place even when it can highlight what
is possible within the existing customer base. Some might argue that
there is no need to look very far beyond the existing customer base if
the returns from that are sufficient to satisfy shareholders. However,
we would urge caution here. To happily exist on a fully developed
existing customer base may allow competitors to exploit other areas of
the market with the consequent experience allowing them to become
significant competitors in our core customer market.

Undoubtedly CRM approaches are an important part of good business
practice but, as these assumptions and tendencies above show, there
is great potential for customer myopia. There are clearly businesses
where most effort should be spent on existing customers and in these
markets many benefits can be achieved. A balance to retention over
acquisition should be continued where:

e Market is mature with little growth

e You have a set of some of the most profitable customers in the
industry

e Competitors cannot copy and better your best offers easily

e Customers have high involvement and desire added value

e The product/service features need regular maintenance, there is
a high purchase frequency or there are high switching costs

However, if you have some of the worst customers in the industry as
your portfolio, or they will become so in the future, then this does not
make sense. Customers are not distributed equally by profitability
throughout the industry in some mystical way. Some competitors
have better customer portfolios than others do. If you have a poor
portfolio then get new customers. A customer retention strategy for a
company with an unprofitable portfolio, which has no realistic way of
being turned around in the next three years, is clearly not operating
on a sound business model.



The Solution: Strategic perspective on CRM

Effective CRM processes ensure that elements of relationship and
service marketing such as technology, tools, processes and people are
front of mind throughout the marketing planning process. However,
these elements need direction to ensure that the outcomes of the
improved information flows, such as improved service and greater
efficiency, are translated into meaningful strategic thrusts [9-11]. This
direction can be lost if CRM develops management processes that are
separate from strategic marketing planning.

However, an essential difference exists in CRM planning between two
types of company in relationship to the barriers likely to inhibit
successful adoption and implementation of CRM [12, 13]. A key
market for many IT consultants is those companies who are
considering the move to CRM, but at present do not have the customer
information or technology which would allow them to take the first
step. For these businesses, before they can accept adoption of CRM
processes, a business case will heed to be created that justifies the
major technological investment required to build the customer
information file and manage the customer interactions. For these
companies the degree of organisational change required can be
substantial and a danger is that the software choice and installation
distorts the purpose of the exercise. The difficulty for many of these
companies is that having implemented the system they often do not
know what to do with it! Some useful guidelines have been produced
which attempt to overcome these problems [14-16].

Other businesses may have taken the first steps to implement a
process, and may already have identified customers, but have not a
sophisticated CRM system, or have not found CRM applications
successful. A subset of this group would be B-to-B companies and
SMEs [17] who because of their smaller customer base may already be
practising key account management for some customers but are
having difficulty integrating the two differing frameworks. The
important factors which need to be considered for the adopter
companies are fundamentally different from those needed in the later
implementation stages [3] and this needs to be considered in the
strategic planning process.



Sophisticated CRM adoption, particularly for the first group, has the
clear potential to deflect attention away from the changing business
environment. This may lead to the appropriate customer base in three
to five years time being ignored. To make CRM applications work the
CRM process needs to be driven from the outside in, understanding
customer's needs but ensuring strategic processes and CRM
application functionality are aligned [2] . The CRM processes in
themselves will not drive growth objectives, and these need to be
implemented into an overall framework that manages all aspects of
the change process.

The context for any traditional strategic marketing planning process is
the identification of corporate objectives and ambition (both in terms
of general mission, vision, values and financial objectives and
shareholder requirements). Once identified and agreed this is typically
followed by a situational analysis or marketing audit, leading to a
summary in a SWOT analysis. Out of these analytical stages the
marketing objectives and strategy are determined, based on the
factors previously noted as relevant to the company. When proposed
strategies are agreed to be strong enough to deliver the level of
corporate ambition and corporate financial objectives these are then
implemented through a detailed action plan.

During implementation the whole process is monitored to ensure that

the actions are implemented and that the chosen strategies are indeed
delivering the marketing and financial objectives and ambition set out

by the company in the early stages of the planning process.

Utilising this planning approach, as outlined in McDonald’s well known
ten stage process [18], may, despite its potential for including many
interactive marketing elements, lead, to a process driven, fill-in-the-
box marketing planning process. Used in an unsophisticated way both
marketing planning and CRM approaches have the potential to deflect
attention away from good marketing management in companies.

A close CRM driven analysis of the current customer base is crucial to
effective business planning but for sound business planning this should
also be in the context of a wider marketing planning process which
integrates all elements.



In reality, both marketing planning and CRM approaches are
complementary, even if they are often seen as separate initiatives
within companies. Frequently company organisation structures do not
reflect the degree of alignment required for effective business growth
and development [19, 20]. In our consulting and related activities it is
not unusual to see CRM and strategic marketing planning projects led
by different teams and an internal rivalry can develop which is not to
the benefit of the business. In one major financial services company,
for instance, traditional marketing activity is organised around product
lines and CRM activities are organised around customer groupings
administered in a separate building.

Given this need to align CRM and marketing planning approaches we
advocate Strategic Interactive Marketing Planning (SIMP) as a
response.

The following outline process offers an approach to undertaking CRM
within a wider business and marketing planning context. It ensures
that a business or marketing planning process is always considering
the importance of customer retention and management, whilst at the
same time protects CRM practitioners from customer myopia.

How to develop The Strategic Interactive Marketing Planning (SIMP)
Stages

SIMP is best thought of as nine stages, within two phases. Phase One
is essentially based around the question “Where’s the best business?"
The stages are based on agreeing corporate ambition and objectives,
analysing the existing customer base, analysing the potential customer
base, concluding with an assessment of the business’ readiness for
effective marketing planning and CRM.

Phase Two is essentially based around the subsequent question “How
will we win it?" The process has stages based on an implementation
gap analysis, planning and CRM objectives, developing an interactive
marketing strategy, formulating an interactive action plan and
concluding with a statement of planning and CRM milestones and
implementation monitoring procedures.

In more detail these phases and stages involve addressing the
following key questions:




Phase 1. “Where's the best business?”

\ Stage 1: Agreeing business ambition and corporate objectives

Without a clear idea of level of ambition and corporate objectives there
is no context for developing marketing planning and CRM approaches.
Strong ambition will often require a balance towards innovative rather
than continuous improvement approaches whilst modest ambition will
suggest priority be given to continuous improvement rather than
innovation. The level of ambition will help make the decision in the
later stages of the process as to the relative balance of customer
retention / acquisition and 1-to-1/ mass marketing.

This stage is about being reasonable and challenging and sets the
context for the amount and type of business that the strategic
interactive marketing plan should chase and, through implementation,
win. The future is unlikely to be similar to today and there should be a
feedback loop to enable later understandings to influence this
ambition. Discussion in this stage will focus on questions such as:

e What is the Business Idea (vision / mission/ values)?
e How will the business know if it is succeeding?

e What will be the financial and other measures (such as market
share) which can be monitored to judge progress?

Stage 2: Analysing the existing customer base

This analysis should assess the contribution of the current customer
base to the longer term future in the three to five year ambitions of
the business. The analysis of existing customers will allow companies
to determine the characteristics of their "best" customers, compared to
their "worst" [21], and to determine the ability to change the buying
patterns of existing customers. This may well involve an analysis of
the customer involvement to see which, if any, of our customers care
about and are involved with our products. A critical element of this
stage is to consider the likelihood that these "best" customers might
be seduced by competitors, and the critical elements that make them
have a commitment and loyalty to ourselves. The assumption that if
you get customer relationship management right then competitors will
not get your customer’s business should be tested.



Key questions for this stage to ask are:

e Is the remaining share of customer spend significant and worth
having?

e Are the lifetime values of customers worth having and investing
in?

e Where are our most profitable customers both now and in the
longer term planning horizon (customer profitability analysis)?

e Can customer differences be analysed and capitalised on
(segmentation)?

e How much might we expect them to contribute towards our
longer term ambitions (customer profitability analysis)?

e Where might their businesses be in the future and what does
that mean for our chances of retaining their business (Key
Account Management and account management)?

e How likely is it that these customers will be with us in three to
five years time and what will they be worth to us (Life Time
Values)?

e How confident are we that we can deflect competitive threats
(competitive analysis)?

e What will it take for us to retain and develop their business with
us over the planning period (customer experience
management)?

e Which customers are likely to respond best to a relationship
approach, which to a transactional approach?

Stage 3. Analysing the potential customer base

The analysis of present customers and competitive threats will allow a
much clearer understanding of the nature of new markets which might
be available to the business by identifying unfulfilled opportunities. Are
present customers the best customers, will the new customers look
like the old, and have the same needs, or will a new set of sales
criteria be needed? This stage develops a high level plan of market
opportunities for replacement business or growth.



Key questions for this stage are:

e In addition to our existing customers what customers are out
there to be won?

e What levels of investment are required to win them?

e Will investment levels allow one-to-one marketing or will a
segmentation approach supported by mass marketing be the
most appropriate way forward?

e Who "owns" these customers at present, and how will they react
when we make a play for them?

Stage 4. Strategic Gap Analysis

This stage assesses the position of the business to meet opportunities
identified in previous stages. Key strategic questions include:

Do we understand the market environment both now and any
changes that might occur during the coming years?

Are we confident that we can survive volatile market conditions
given the range of potential scenarios that might occur?

Given satisfactory answers to these questions what are our
strengths, competencies and weaknesses?

Have we sufficient customer information to develop sound
strategies?

Do we provide a single face to the customer?

Are our processes product or customer driven?

Have we a robust understanding of competitors and their place in
our market both now and in the future?



Phase 2: How will we win it?

\ Stage 5: Implementation Gap analysis

This stage investigates the barriers or constraints to implementing
existing or new strategies. What is stopping us getting there now?
Established CRM players may well have many of the people, processes,
tools and customer information already in place. Other companies may
well have to focus on improving in some areas before marketing
applications can be successful. As argued earlier a stages model
suggests that differing problems will be faced depending on the
present stage of development [22]. This stage ensures that company
structures reflect the degree of alignment required for effective
business growth and development. Various CRM benchmarking tools
exist which can help companies understand their capabilities in these
areas. These tools include CMAT by Qci, the AMS iCVM Gap scorecard
and Hewson’s Benchmarking Group. A summary of the type of issues
to be discussed is:

Technology issues: Present state of customer information system
Information issues: Customer data and modelling capabilities
Process issues: Degree of customer service focus in key touchpoints
Communication issues: Customer contact channels

Measurement issues: Performance measures

People and organisation issues: management and employee
flexibility

Stage 6: Planning and CRM objectives

As we argued both marketing planning and CRM approaches are
complementary, even if they are often seen as separate initiatives
within companies. This stage ensures they are integrated
successfully. The assumption of CRM is that given information on our
customers knowing what to do with it will be easy. This is seldom the
case and 'analysis paralysis' seems to have hit some firms with large
customer databases. In stage 3 and 4 judgements will have been
made, in principle, on the relative importance of types of business
(existing or new customers) which are expected to deliver the
corporate objectives. Given these corporate objectives:



e How much of this requirement will be met by mass, segmented
or 1 to 1 approaches?

e Where is there scope for relationship development, and which
segments are simply transactional?

e Will growth be from existing customers either by increasing
retention, upselling or cross selling?

e How much of our profit objectives will be met by new customers
or segments?

e Over what time period are we intending to grow these markets,
or upgrade these customers?

e How will we measure success in our marketing strategies?

e Are our objectives complementary or isolated?

e What changes are we investing in based on the findings of stage
5?

Stage 7: Interactive Marketing Strategy

This stage determines and designs the Interactive marketing strategy
to meet the objectives from the previous stage. It makes decisions on
the best way to deliver the overall planning and CRM objectives.

Key questions in this stage are:

e How will 1-to-1 CRM and mass marketing approaches be
combined to deliver the objectives?

e How will customers be identified and targeted?

e How will customer upgrading be achieved?

e What marketing communications will need to be produced and
implemented?

e What contact strategies are required?

e Is the current product range appropriate or will investment in
new products and services be required?

e What customisation is required?

e What principles will support pricing decisions?

e How will distribution channels, including the Internet, best
support business development?



Stage 8: The Interactive Action Plan

A well developed strategy to integrate traditional marketing planning
mass marketing and CRM approaches will require a robust action
implementation plan.

Key questions this stage will answer include:

What needs to be done to deliver the strategies?

When should these things be done?

Who should be responsible for ensuring they are done?

Are the actions consistent with the strategies?

Is there enough action to implement the strategies far enough
during the planning period?

What feedback mechanisms are there to manage the process?

e Has enough resource been allocated to implement the strategies
in the intended way?

Stage 9: Milestones and monitoring

The move to implement CRM may need a major process of change
management as processes and information flows are modified.
Alternatively for some businesses key account management principles
can be extended to include the wider market place. A process of
mentoring is necessary during the implementation stage to ensure the
integration process is monitored and essential objectives achieved.
This stage may well last the entire life of the business strategy to
ensure no bottlenecks or barriers divert the initial business strategy.

The key milestones are identified to check that strategy deployment is
effective and implementation monitored.



Conclusions

There are circumstances where relationship marketing and retention
alone will not deliver a long term stable business. There is thus an
urgent need to place CRM in the context of the wider world to avoid
customer myopia. CRM is a valuable business initiative, but only within
the context of a wider marketing planning strategy. Companies need
to know:

e Given the current volatility, we can survive given a wide range of
alternative scenarios

e Within these scenarios we understand marketplace conditions
and drivers, have structured around key segments and
formulated strategies (which can be changed as circumstances
change), supported by detailed action, contingency and resource
plans (marketing planning)

e Within the existing and developing customer base we understand
our portfolio and where our profits come from. Furthermore we
understand how to keep our most valued customers and how to
develop other customers into more valuable customers (CRM)

To undertake CRM without this structure is to miss the point. If a
business has ten customers and seven of them are in a fast declining
segment of the market, which may vanish in five years time, it would
be foolish to concentrate on these, regardless of how profitable they
are today. A detailed assessment of lifetime values should clearly
indicate the impending crisis but no CRM approach will identify how to
change. Only marketing planning, in the context of scenario planning
in difficult times, can offer that.
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